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Prepare for volatility even if lower rates are expected
in 2024

Major central banks have indicated the intention to end interest rate hikes as inflation is
coming down. Market expectations on when and how much rates will be cut have been
formed. As events may not go as anticipated, prepare for market volatility by staying in a
diversified investment portfolio.
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— Most developed market central banks had raised Reserve (Fed) to cut rates from mid-year, followed

interest rates to stop prices from going up further. by the Bank of England (BOE) from the third

As inflation is coming down, central bank officials quarter, and the European Central Bank (ECB)

g

have indicated an end to rate hikes and for rates to towards the end of the year.

eventually be lowered. When and how much rates While i N b N—

will be cut depend on various factors like whether . kl € INvestors may be eager to take on more

inflation goes up again, and largely on the health risk.on rate cut expectations, economic

of the economy conditions can change quickly. When central

’ bank actions do not meet expectations, financial

- Market watchers are expecting rates in developed markets may experience higher volatility.

markets to come down early in 2024 (Figure 1), the
exception being Japan where economic conditions
are different. UOB expects the United States Federal

Diversifying investment portfolios can lower
potential volatility from such uncertainties.

Figure 1:

The Fed, BOE and ECB are expected to start
cutting interest rates in 2024
Current key interest rates and market forecasts

(%)
6.0

—— US Federal Reserve —— European Central Bank

— Bank of England — Bank of Japan

Forecasts

e ———lm e

Niizoo
e R
S~

-~
-~
~
~
S~
-
~-a
Se -
-~
~——
-

-

10 12 14 16 18 20 22

24 Jan 24 Apr 24 Jul 24 Oct 24 Jan 25

Source: Bloomberg, FactSet. Expectations are derived from overnight index swap market forward rates.

@ Speak to your UOB Advisor today to find out more.
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Opportunities in investment grade bonds when
the market is volatile

While bond markets may experience some volatility in the first half of the year, investment
grade bonds remain attractive, particularly when interest rates have peaked and are
expected to decline from the middle of this year.

- Bond markets are expected to remain volatile before Demand for high quality bonds will increase as
the central banks begin their first interest rate cuts, as investors become cautious about a slowing economy
bond yields will fluctuate when investors adjust their and look to secure attractive yields before interest
rate cut expectations. However, yields for investment rates fall. The strong demand will lift bond prices and
grade bonds remain attractive and should not be create potential capital gains for investors.
overlooked. -~ Although volatility in bond markets will continue in the

-~ History shows that investment grade bonds attract coming months, it could create buying opportunities
high capital inflows when the Fed stopped raising for investors. Lock in high yields with investments
rates and subsequently lowered them (Figure 2). grade bonds to enjoy a higher stable income even

central banks start to cut interest rates.

Figure 2:
Investment grade bonds attract capital inflows M Forward 6 months average net Fed pause

. new cash flows into Investment —
after the Fed pauses hikes and before cuts Grade bond mutual fonds Fed cut
USD (in billion)
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Source: J.P. Morgan Asset Management.
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Asia benefits from artificial intelligence growth

The growth in artificial intelligence (Al), automation and digitalisation is expected to
support the Asian tech sector, while these technological changes could also benefit
other sectors in the region.

-~ The Asian manufacturing industry, which is performance memory chips. More importantly, more

increasingly dependent on the tech sector, has
recently shown early signs of recovery (Figure 3).
This suggests a more optimistic outlook for the Asian
tech sector, especially if the US economy avoids a
deep recession.

In the short term, the demand for semiconductor
chips will be supported by new launches of consumer
Al-enabled devices such as personal computers and
mobile phones. In the longer term, structural shifts
such as growth in Al, facilitated by supportive fiscal
policies in the US, could fuel demand for high

investment opportunities can be found in the region,
as structural technological shifts could also spread
to other sectors through improved production
efficiency, enhanced quality control, and reduced
operational costs.

With the recovery in the tech sector, earnings
growth for Asia is expected to reach 17.6% this year,
a significant improvement from the 7.6% contraction
in 2023. In the early stage of tech recovery, focus

on high-quality stocks in Asia with healthy balance
sheets.

Figure 3:
Tech dominates Asian' manufacturing and is recovering — Overall — Tech — Non-tech
Seasonally adjusted production, 2015=100
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Source: National sources.
1. Japan, Korea, Taiwan, Thailand, Singapore (export-weighted)
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IMPORTANT NOTICE AND DISCLAIMERS:

The information contained in this publication is given on a general basis without obligation and is strictly for information purposes only.
This publication is not intended to be, and should not be regarded as, an offer, recommendation, solicitation or advice to buy or sell any
investment or insurance product and shall not be transmitted, disclosed, copied or relied upon by any person for whatever purpose. Any
description of investment or insurance products, if any, is qualified in its entirety by the terms and conditions of the investment or insurance
product and if applicable, the prospectus or constituting document of the investment or insurance product. Nothing in this publication
constitutes accounting, legal, regulatory, tax, financial or other advice. If in doubt, you should consult your own professional advisers
about issues discussed herein.

The information contained in this publication, including any data, projections and underlying assumptions, are based on certain
assumptions, management forecasts and analysis of known information and reflects prevailing conditions as of the date of the publication,
all of which are subject to change at any time without notice. Although every reasonable care has been taken to ensure the accuracy and
objectivity of the information contained inthis publication, United Overseas Bank Limited ("UOB") and its employees make no representation
or warranty of any kind, express, implied or statutory, and shall not be responsible or liable for its completeness or accuracy. As such, UOB
and its employees accept no liability for any error, inaccuracy, omission or any consequence or any loss/damage howsoever suffered by
any person, arising from any reliance by any person on the views expressed or information contained in this publication.

Any opinions, projections and other forward looking statements contained in this publication regarding future events or performance of,
including but not limited to, countries, markets or companies are not necessarily indicative of, and may differ from actual events or results.
The information herein has no regard to the specific objectives, financial situation and particular needs of any specific person. Investors
may wish to seek advice from an independent financial advisor before investing in any investment or insurance product. Should you
choose not to seek such advice, you should consider whether the investment or insurance product in question is suitable for you.

This material issued by United Overseas Bank Limited may be based in full or part on information sourced from J.P. Morgan Asset
Management and may not represent views of the source in its entirety. Such information is educational in nature, should not be construed
as research or advice and is not tailored for any specific recipient’s objectives.
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